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Application of Palmetto Utilities, Inc.
for adjustment of rates and charges
for, and modification to certain terms
and conditions related to the provision
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THE PUBLIC SERVICE COMMISSION OF
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ARE YOU THE SAME GARY E. WALSH THAT PROVIDED DIRECT TESTIMONY IN THIS
MATTER ON BEHALF OF THE APPLICANT, PALMETTO UTILITIES, INC.?

Yes, | am.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my rebuttal testimony is to respond to portions of the testimony of Daniel
P. Hunnell, Il, on behalf of the Office of Regulatory Staff, or “ORS,” concerning the
inclusion in rate base of the $18 Million paid by the Company for facilities purchased from
the City of Columbia that are used in the provision of service to customers of the Company
and his proposal that the Company be required to adopt a decrement rider as a result of the
Federal Tax Cuts and Jobs Act of 2017. 1 will also respond to the testimony of Charles E.
Loy on behalf of ORS concerning the inclusion in rate base of the Company’s $18 Million
investment in the facilities it acquired from the City of Columbia. Finally, I will respond
to Mr. Hunnell’s testimony regarding rate design and the assertions of customers that the

Commission should impose a usage sensitive rate in this proceeding.

WHAT IS YOUR RESPONSE TO MR. LOY’S TESTIMONY CONCERNING YOUR READING OF
THE UNIFORM SYSTEM OF ACCOUNTS (USOA)?

Mr. Loy states that the fact that the City of Columbia “is not regulated does not make the
USOA entirely inapplicable to the City.” He then goes on to make the unremarkable
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assertions that the City provides sewer service and that its contract to sell facilities to PUI’s
predecessor in interest recites the fact that the City held “retail wastewater utility service
rights.” Neither of these facts alter — or even address — the definitions and language of the
USOA that I have cited in my direct testimony, including Definition Number 40 that makes
clear that it is only a public utility — which is one regulated by this Commission — that is
subject to the USOA. | am also aware of no basis upon which the Commission could
conclude that the USOA is partly applicable to the City, which Mr. Loy’s phrase “not ...

entirely inapplicable” suggests is the case.

DO YOU AGREE WITH MR. LOY THAT THE FACILITIES PURCHASED FROM THE CITY
CONSTITUTE AN “OPERATING UNIT OR SYSTEM” UNDER THE USOA?

No, | do not for two reasons. First, to accept his assertion, the Commission would have to
conclude that the asset purchase agreement he references amended the Commission’s
regulation adopting the USOA and the USOA itself. | do not believe that this contract did
or even could do that. Secondly, Mr. Loy’s analysis is flawed because it fails to recognize
that the Company did not acquire a wastewater treatment system from the City, which is
what makes a collection system operable. In other words, a collection system without some
means of treatment and disposal is inoperable and of no value. The Company only
purchased the collection facilities from the City and then made them part of an operable
system after their acquisition by arranging for treatment, first at the City’s Metro
wastewater treatment plant and then at the Company’s Spears Creek Regional Wastewater

Treatment Plant.

IS MR. LOY CORRECT IN CONTENDING YOUR READING OF THE USOA MEANS THAT “THE
PRC PLANT IS NONUTILITY PLANT?”

No, he isincorrect. Under my reading of the USOA, the facilities acquired by the Company
from the City were not utility plant at the time of acquisition simply because the City of
Columbia was not a utility as defined by the USOA. Under the USOA, property that is
acquired by a public utility which is not already utility plant is required to be included in
the public utility’s plant accounts at the cost it incurs to acquire them. This is plainly set

out in the second sentence of USOA Accounting Instruction 18.A, the very first provision
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of the USOA that | address in my direct testimony but which neither Mr. Hunnell nor Mr.
Loy address. 1 also note that Exhibit DPH-8 to Mr. Hunnell’s testimony appears to be an
excerpt of only USOA Accounting Instruction Number 21. For purposes of completeness
and accuracy, | attach as my GW Rebuttal Exhibit “1” an excerpt from the USOA,
specifically pages ten through fifty-one, which contains all of the Definitions and

Accounting Instructions applicable to a Class A wastewater utility such as PUI.

Do You AGREE WITH MR. LoY’s AND MR. HUNNELL’S CONTENTIONS THAT USOA
ACCOUNTING INSTRUCTION 21 APPLIES IN THIS CASE?

No, I do not. As I have already noted, Mr. Loy fails to give effect to the definitions in the
USOA which make clear that only an operating unit or system acquired from a public utility
are required to be accounted for under the first sentence of Accounting Instruction 18.A
and that, under the facts, the facilities acquired by the Company from the City are therefore
required to be recorded at their cost — which was $18 Million - as provided for in the
second sentence of Accounting Instruction 18.A. Accounting Instruction 21 only applies
to utility plant constituting an operating unit or system, which by definition does not
include the facilities acquired from the City of Columbia. Mr. Hunnell’s analysis suffers

from the same error.

SHOULD THE COMPANY HAVE RECORDED A UTILITY PLANT ACQUISITION ADJUSTMENT
IN ACCOUNT 114 AS MR. HUNNELL CONTENDS?

No. A plant acquisition adjustment applies only where there is utility plant acquired that
is required to be recorded as such. For the reasons | explained in my direct testimony and
above, no utility plant was acquired from the City under the language of the USOA and it
is therefore not required to be accounted for in Account 114.

HAVE YOU REVIEWED THE COMMISSION ORDERS DISCUSSED BY MR. HUNNELL IN THIS
PART OF HIS TESTIMONY AND DO YOU AGREE WITH HIS ANALYSIS OF THEM?

I have reviewed them and do not agree with his analysis for a number of reasons. While it
may be that the Commission has not allowed recovery of amounts recorded in Account

114, none of the three orders he references support his position. To begin with, none of
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the proceedings which resulted in these orders involved the acquisition of facilities by a
public utility from a municipality which, again, by definition is not a utility within the
meaning given that term by the USOA. Further, Order Number 2004-175 actually supports
my analysis and not Mr. Hunnell’s since the treatise cited by the Commission at page 23
of that order, The Process of Ratemaking by Leonard Saul Goodman, describes application
of the “prevailing rule relating to the acquisition of utility plant previously used in a
regulated business.” Here there is no utility plant that was used in a regulated business
since the City of Columbia is neither a utility within the definition of the USOA nor
regulated. Similarly, Order Number 2001-630 also supports my analysis and not Mr.
Hunnell’s. That proceeding that did not involve a public utility or the USOA and the
Commission relied upon the testimony of its Staff accounting witness who equated
corporate “Operating Rights” to “the asset known as an acquisition adjustment.” The
Commission accepted that witness’s testimony that “acquisition adjustments can occur
whenever one regulated company purchases another and pays in excess of book value of
the assets being purchased.” In this case, there was no purchase of assets of a regulated

company.

DO YOU HAVE ANY FURTHER COMMENT ON THIS PORTION OF MR. HUNNELL’S
TESTIMONY?

Yes. | would also note that Order Number 2001-630 also supports the Company’s
alternative position that, if the USOA does apply to the facilities it acquired from the City
of Columbia, then the Commission should allow a positive acquisition adjustment of $17.1
Million. As the Commission witness stated in the proceeding that resulted in Order
Number 2001-630, if the Applicant can “convince the Commission that the purchase
benefits not only the Company, but also the customers,” it can be allowed. As to the latter,
there is no dispute that the facilities purchased by the Company from the City are used and
useful. As to the former, Mr. Daday has laid out in great detail in his direct testimony how
the purchase of the City’s facilities has resulted, and will continue to result, in tremendous
financial benefits to the customers previously served by the City.

AND WHAT ARE THESE FINANCIAL BENEFITS?
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To date they have been shielded from approximately $9 Million in increased charges that
would have been required to pay the City between March of 2013 and March of this year.
And even if the Commission were to approve the rates requested by PUI on a three-year
phase in basis, and the City did not increase its rate at all, these customers would be
shielded from another $3.9 Million in increased charges they otherwise would have had to
pay to the City. This totals almost $13 Million worth of benefits that these customers have
or will receive and that figure could be higher if the Commission does not approve the full
increase amount requested by PUI.

ARE THERE ANY OTHER BENEFITS TO CUSTOMERS FROM THE PURCHASE OF THE CITY’S
FACILITIES?

Yes. These customers now have the ability to present their concerns to this Commission
regarding rates and services which they lacked as City customers because they do not reside
within the City and therefore cannot vote for the members of its governing body, City
Council. And other customers of the Company benefit from the fact that there is now a
larger customer base across which the Company’s cost of services can be spread.

IS THE ALLOWANCE OF AN ACQUISITION ADJUSTMENT IN RATE BASE IN SUCH
CIRCUMSTANCES RECOGNIZED IN ANY OF THE LITERATURE PERTAINING TO
ACCOUNTING UNDER THE USOA WITH WHICH YOU ARE FAMILIAR?

Yes. In fact, in The Process of Ratemaking, which is the treatise relied upon in one of
Commission orders cited by Mr. Hunnell, the author states at page 784 that

“[a] purchase price of assets in excess of book value may be included in rate base
when one or more of the following criteria are met, a) the transaction was in the
public interest, b) the purchase price was reasonable, c) the benefits to ratepayers
were equal to or greater than the premium paid for the property and d) the
transaction was conducted at arm’s length. Thus, an acquisition adjustment may
be included in rate base where the utility is able to show that the excess purchase
price produced ‘consumer benefits’ (such as reduced rates or improved service),
which are not adequately covered in the rate base or recognized in the company’s
prior earnings.”

In my opinion, PUI has satisfied not just one, but all four of these criteria. The Commission

has already found the acquisition to be in the public interest by virtue of its order approving

2840 G abed - S-182-6102 # 194900 - 9SdIS - Wd L¥i¥ 6 dUnr 0202 - A3 114 ATTVOINOY L0313



O 00 N o v b W N P

W W N N N N N N N N NN P P R P R R p R R, p
R O VW 00 N O U1 B W N P O VW 0 N O U B W N P, O

it. In my opinion, the purchase price was reasonable given that the Company acquired
service rights for some 11,370 sewer customers at a cost of about $1,583 per customer. By
contrast, as the Commission is aware from recent rate relief proceedings involving Blue
Granite Water Company, including those conducted in Docket Number 2017-292-WS, that
utility owned a wastewater collection, lagoon treatment, and disposal system serving 2,840
customers that was condemned by the Town of Lexington and therefore removed from
that company’s rate base. See, Testimony of Matthew P. Schellinger, I1l, March 12, 2018,
p. 12, I. 16 — p. 13, 1.2, Docket Number 2017-292-WS. As the Commission is aware, a
Lexington County jury found the fair value of that utility’s sewer system serving to be
$7,250,000. See Transcript of Hearing, February 28, 2020, p. 957, II. 3-5, Docket Number
2019-290-WS. This fair market value yields a per customer value of approximately $2,553
per customer. Further, and as the Commission is also aware, the Town of Lexington took
possession of that system prior to the jury’s verdict and immediately disconnected the
treatment and disposal facilities. See Commission Order Number 2018-345(A), issued May
30, 2018, in Docket Number 2017-292-WS at p.20. Thus, using this jury valuation as a
comparable, PUI paid about 38% less than the going per customer rate, which can be
accounted for by the fact that no treatment facilities were acquired by it. | think the $18
Million purchase price was therefore reasonable. If, as Mr. Loy asserts on behalf of ORS,
the amount paid by the Company in excess of “book value” is about $16.5 Million, the
benefits to rate payers equal or exceed that figure when one considers the savings its
customers have realized from not being subject to the City’s much higher rates which will
continue to increase in the future and given the fact that the Company has earned no return
on its $18 Million investment since 2013. And, there is no issue about the transaction
having been at arm’s-length since it was subject to approval by the Commission and the

governing body of the City.

SHOULD THE COMMISSION ACCEPT MR. LOY’S AND MR. HUNNELL’S PROPOSED
APPLICATION OF ACCOUNTING INSTRUCTION NUMBER 21 THE USOA?

No, it should not. If ORS believes that the USOA Accounting Instruction Number 21
should apply in these circumstances, it should seek to have the Commission amend its

regulation 103-517 to modify the definitions and substantive provisions of the USOA so
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that they will apply to facilities acquired from unregulated entities which are not investor-
owned utilities such as municipalities. ORS has the authority to make such a
recommendation to the Commission under S.C. Code Section 58-5-220. But since the
current regulation adopts the USOA, which contradicts the positions advanced in Mr. Loy’s
testimony, it would be unfair to PUI for the Commission to now adopt Mr. Hunnell’s and

Mr. Loy’s recommendation on behalf of ORS.

WHAT IS YOUR RESPONSE TO MR. HUNNELL’S TESTIMONY REGARDING THE TAX CUTS
AND JOBS ACT OF 20177

I would simply say that he has not refuted the points made in my and Mr. Daday’s direct
testimony regarding retroactive ratemaking and improper single expense ratemaking. As
the Commission is aware, ratemaking involves a forecasting of all of a utility’s allowable
expenses based on historical figures adjusted for known and measurable events. At the
time the Company’s current rates were set, the applicable Federal corporate income tax
rate was utilized in that forecast. Mr. Hunnell’s analysis would have the Commission
retroactively invalidate a lawful rate and | believe this to be an improper recommendation
on ORS’s part that the Commission should reject. He fails to address whether PUI is
earning in excess of its authorized return. And this is understandable given that ORS
witness Christina Seale’s Exhibit CLS-1 — which reflects all of the accounting and rate
base adjustments that ORS proposes, some of which may be rejected by the Commission
— demonstrates the Company is today not earning in excess of its authorized return. Mr.
Hunnell is recommending to the Commission that it simply ignore increases in the
Company’s other expenses that are accepted by Ms. Seale in an effort to further reduce the
Company’s operating margin below the 15% authorized in the Company’s last rate case.
And he recommends to the Commission that this $2,001,430 amount be “flowed back to
customers” in circumstances where customers have no responsibility to pay increases in
other expenses over the corresponding period. The Commission should reject this

recommendation out of hand.

Do you AGREE WITH ORS THAT $2,001,430 SHOULD BE “FLOWED BACK” TO

CUSTOMERS BY WAY OF THE DECREMENT RIDER THAT IT PROPOSES?
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No. ORS’s recommendation to the Commission that it adopt this decrement rider, in
addition to violating the proscription against retroactive ratemaking, perfectly illustrates
the Company’s point about this being an improper exercise in single expense
ratemaking. Even accepting ORS’s other adjustments, the difference between the
Company’s expenses, other than income taxes, approved in the last rate case and proposed
by ORS in this rate case is $1,945,071. So, even though the Company’s other expenses
which are included in its current rate have increased by at least that amount, ORS asserts
that the claimed decrease in another expense included in its current rate should be examined
and accounted for — retroactively — in isolation in this case. And, based on ORS’s
recommendation that the Company be permitted an opportunity to earn $990,000 in
additional annual revenues, the result is that PUI will, after having had an increase in other
expenses of at least $1,945,071 and investing approximately $11.4 Million in additional
capital since its last rate case, a decrement rider should be applied to essentially hold the
utility under water for more than a year. This is not only improper retroactive and single
expense ratemaking, but in my opinion results in confiscatory rates. The Commission

should reject ORS’s recommendation for the establishment of a decrement rider.

WHAT TYPES OF RATE DESIGNS WERE BEING USED BY WASTEWATER UTILITIES WHEN
YOU WERE EMPLOYED BY THE COMMISSION?

There were two primary designs. The most common was the flat-rate design in which all
customer classes were charged a flat rate with an equivalency rating being applicable to
commercial customers so as to account for differences between residential and commercial
customer demands on the utility’s system. Single Family Equivalents were based upon the
Department of Health and Environmental Control, or DHEC, loading guidelines for
wastewater treatment plant construction which, at that time, was 400 gallons per day for a
single family. Today, it is 300 gallons per day. The other common design was the usage
sensitive rate design which featured a base facility charge designed to recover a portion of
the fixed costs of providing sewer collection, transportation, and treatment service and a
metered consumption charge based on a customer’s metered water consumption data which
was available, generally without cost. In most of these instances metered water

consumption data was available to the utility because it also supplied water to the customer.
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The arrangement that Palmetto of Richland County LLC, or “PRC,” had with the City of
Columbia to obtain customers’ water consumption data even after the sale of the City’s
assets was unique because it was a term and condition of the asset purchase agreement
submitted to the Commission in Docket No. 2012-273-S. The Commission found in the
Company’s last rate case that continuation of this usage sensitive rate design for that

portion of the Company’s customer base was no longer feasible.

WHAT FAMILIARITY DO YOU HAVE WITH CURRENTLY AUTHORIZED RATE DESIGNS?
Subsequent to my retirement from the Commission, it has been necessary for me to remain
familiar with sewer utility rate designs, including the flat-rate design that is currently
approved for use by the Company, as part of the consulting | have performed for public
utilities providing sewer service. | have observed that, over the years, the Commission has
continued to approved flat-rate sewer designs for the vast majority of jurisdictional sewer
utilities. Single family equivalency ratings derived from the DHEC loading guidelines are
used in the rate designs approved for the larger of these utilities, which includes Palmetto
Utilities. By contrast, | am aware that there are only five of eighteen jurisdictional sewer
utilities charging a usage sensitive rate and all of them also provide metered water service
to their customers. The other thirteen, including PUI, all have flat rate designs. My
information source in this regard is the water utility and wastewater utility tariffed rates
that are compiled and published by ORS.

DOES THE COMPANY OPPOSE THE ORS RECOMMENDATION THAT IT BE REQUIRED TO
PERFORM A COSS RELATING TO USAGE SENSITIVE RATES FOR PRESENTATION IN ITS
NEXT GENERAL RATE CASE?

No. As Mr. Daday states in his rebuttal testimony, the Company informed customers
during the “Town Hall” meetings it held regarding this rate case in January of this year that
it was not opposed to adoption of a usage sensitive rate design in a future proceeding and
committed that it would conduct such a study. That commitment was made prior to the
hearings in the rate relief proceeding involving Blue Granite Water Company which Mr.

Hunnell refers to in his direct testimony. As Mr. Daday indicates in his rebuttal testimony,
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that commitment was conditioned upon the Company’s ability to obtain accurate water

meter readings and recover the costs of doing so.

ARE THERE ANY DIFFERENCES BETWEEN PUIl AND BLUE GRANITE WATER COMPANY
WHICH WOULD BEAR ON THE CONDUCT OF A COSS?

There are several differences which | believe should be considered. The first is the fact
that PUI, unlike Blue Granite Water Company, provides no water service to its customers.
In fact, the Commission found in its Order Number 2019-290-WS issued April 9, 2020, in
Docket Number 2019-290-WS, that the utility had “water usage data for a little more than
fifty-three (53%) of its customers” per the testimony of an ORS witness. This is an
important difference as it means that Blue Granite Water Company already has current
water consumption data for more than half of its wastewater customer base and can more
easily perform a cost study using that data as a proxy for actual water consumption by the
other 47% of its customer base. Second, in requiring a COSS in that proceeding, the
Commission cited “continued complaints and issues” involving Blue Granite Water
Company, including “ongoing problems [with] wastewater infiltration and inflow,” or
“I&I.” However, according to Mr. Hunnell’s testimony, PUI has no 1&I problems, is in
compliance with all Commission regulations, and is in compliance with all DHEC
regulations. Finally, there was no evidence of record in that proceeding which would
support adoption of a usage sensitive rate on customers. To the contrary, the Commission
found that “Blue Granite does not have any other rate methodology at this time available
for its sewer service customers.” Even though that is true in this case as well, the potential
impact a usage sensitive rate would have can be predicted to a certain extent just using the

City of Columbia’s usage sensitive rate design as a proxy.

WOULD YOU PLEASE ELABORATE ON THAT LAST POINT?

Yes. As Mr. Daday explained in some detail in his direct testimony, the PUI customers in
the area formerly served by the City of Columbia have realized significant financial
benefits from the fact that they were insulated from rate increases imposed by the City of
Columbia, which based on average consumption of 6,000 gallons per month, have been
about $3 per month since 2013 when PUI acquired the City facilities. But his MD Exhibit

10
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2 demonstrates more than just that as it shows for the five years these customers were
charged a consumption based rate, the average monthly bill for a customer using 6,000
gallons of water per month was $57.20. By contrast, these customers are currently only
charged a flat rate of $52.10 per month by PUI. So, it is apparent that simply using a

consumption based rate is no assurance that all customers will be better off.

IS THE ESTABLISHMENT OF A CONSUMPTION-BASED RATE DESIGN FEASIBLE IN THIS
PROCEEDING?

It is not feasible for three principal reasons. First, the Company currently does not currently
have access to accurate water consumption data from the City of Columbia as explained
by Mr. Daday. Second, a change in the rate design now would deprive customers of the
notice to which they are entitled regarding the rate that is proposed to be charged in this
proceeding. Third, there is no way for the rate which would apply under a usage sensitive

rate design to be determined by the Commission without the benefit of a COSS.

WOULDN’T A USAGE SENSITIVE WASTEWATER RATE BASED ON METERED WATER
CONSUMPTION BE THE MOST EFFICIENT AND THE MOST EQUITABLE MEANS BY WHICH TO
CHARGE FOR THE COMPANY’S SEWER SERVICE?

In my opinion, it would not be for a number of reasons.

First, while billing based on water consumption may be the most efficient wastewater
billing method for a utility that also provides water service to their customers, it is not an
efficient way for Palmetto Utilities to bill its customers. In addition to the cost the
Company would incur to acquire water consumption data from the City of Columbia —
which Mr. Daday indicates would be approximately $168,000 annually -- that would be
passed on to ratepayers, issues with the accuracy of that data have arisen in the past and
do not yet appear to be fully resolved. As the Commission noted in its order in the
Company’s last rate case, the Company experienced a significant number of problems
billing its customers in the former City service area due to incorrect meter readings by the
City which resulted in billing errors for sewer. Correcting these errors takes time and

effort, creates confusion for the Company and customers, and sometimes results in delays
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in the receipt of payment to the wastewater service, all of which further increases costs to
the Company and ultimately customers. And the incorrect water meter readings by the
City appeared to be a continuing problem when this proceeding was initiated as confirmed
not only in local media reports,* but also on the City’s own website which indicates that
meters are being replaced over a three year period ending in 2021 in order to “respond[] to
our customers’ demands for more accurate bills.”?> Copies of these two documents are
attached to my testimony as GW Rebuttal Exhibits 2 and 3, respectively. As Mr. Daday’s
rebuttal testimony reflects, the City meter replacement program is underway, but not yet
completed in the Company’s service area. So, currently, the Company has no access to its
customers’ water usage data from the City of Columbia that is accurate and will incur
additional expense when it does have access to that information. These are the same
circumstances that existed in the Company’s last rate case where the Commission found a

usage sensitive rate design to not be feasible.

Second, | do not believe that a usage-sensitive rate based on water consumption is
necessarily equitable to all customers as the testimony and protest letters of a limited
number of customers assumes is the case. This is so given the potential for cross-
subsidization in circumstances where the fixed costs associated with making wastewater
collection, transportation, and treatment service available are not recovered in a base
facilities charge. As the Commission noted at page 26 of its Order No. 2018-155 in the
Company’s last rate proceeding, the fact that some customers live alone does not change
the requirement that the Company make available facilities and capacity to serve any
number of persons who may occupy or visit a residence. In the absence of a base facilities
charge that spreads all of these fixed costs out evenly, customers whose water consumption
is comparatively low are benefitted to the detriment of other customers. The effect of this
is apparent when one considers a usage sensitive wastewater rate without a fully allocated
base facilities charge in view of water use statistics published by a variety of governmental

and non-governmental sources and Federal census figures. These sources and figures show

2840 gl 9bed - S-182-6102 # 1942900 - 0SdOS - Wd L¥:¥ 6 @unr 020Z - A311d ATIVOINOYL1O3 T3

! High, Unpredictable Water Bills Anger Columbia residents. A Fix Is Coming, But Slowly. The State Newspaper,
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that average water consumption for the average household in the Company’s service area

is approximately 6,000 gallons per month.

WOULD YOU PLEASE ELABORATE?

Yes. One example of the statistics underlying my opinion is found in a statement issued
by the United States Geological Survey, or “USGS,” that “on average, each person uses
about 80-100 gallons of water per day, for indoor home uses.”® Another Federal
government agency, the United States Environmental Protection Agency, or “EPA,” has
stated that the “average American family uses more than 300 gallons of water per day at
home” and that “roughly 70 percent of this use occurs indoors.”* The American Water
Works Association, or “AWWA,” estimates daily domestic water use in the United States
at eighty-two gallons per person.® The AWWA estimate is based on a USGS report using
combined public supply and self-supply, or well-water, data. In that same report, the USGS
found that annual residential water consumption in South Carolina for those served by a
public water supply source, such as the City of Columbia, is closer to one hundred gallons
per day per person.® | have attached as GW Rebuttal Exhibit 4 copies of the pertinent
excerpts from the websites of USGS, EPA, AWWA from which this information was
derived as well as an excerpt from the USGS report. Household data compiled for the State
of South Carolina by the United States Census Bureau for 2014-2018 shows that the
average household in Richland County contains approximately 2.51 persons.” | have
attached as GW Rebuttal Exhibit 5 to my testimony copies of this Census Bureau data.

Based upon the most conservative of the water consumption estimates of USGS, EPA and
AWWA, which is 80 gallons per person per day, and the most recent Census Bureau
statistics showing that the average occupancy of a residence in Richland County is 2.51

persons, it would be reasonable to assume that the current average residential water
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3 How Much Water Do | Use At Home Each Day? (  https://www.usgs.gov/special-topic/water-science-
school/science/water-ga-how-much-water-do-i-use-home-each-day?qgt-science _center objects=0#qt-
science_center_objects).

4 How We Use Water/Water In Daily Life (https://www.epa.gov/watersense/how-we-use-water).

5 Water Use Statistics (https://drinktap.org/Water-Info/Water-Conservation/Water-Use-Statistics).

6 Estimated Use of Water in the United States in 2015 (https://pubs.usgs.gov/circ/1441/circ1441.pdf) at pp. 20,22.

7 https://www.census.gov/quickfacts/fact/table/richlandcountysouthcarolina/HSD310218#HSD310218.
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consumption for the Company’s customers is about 6,024 gallons per month. These
estimates are also consistent with the water consumption figures for 2017 for customers in
the area formerly served by the City of Columbia mentioned by Mr. Daday in his rebuttal
testimony. If a customer uses less than 6,024 gallons of water per month, and the
Company’s rate is set solely by reference to water consumption without a fully allocated
base facilities charge, that customer will necessarily be subsidized by the average customer
The Commission recognized this dynamic in the Company’s last rate case when it found
that a consumption-based sewer charge was not feasible.

CAN YOU PROVIDE AN EXAMPLE OF HOW THIS CROSS-SUBSIDIZATION WOULD OCCUR?

I can and | would begin by addressing the two different types of costs that a wastewater
utility incurs, which are fixed costs and variable costs. Fixed costs are those which do not
change based upon the amount of output by a utility plant and include the cost of making
service capacity available, the cost of serving that is incurred with every customer
regardless of output such as billing, and general and administrative costs which are
unrelated to the amount of service provided to a given customer such as personnel costs,
insurance, etc. By contrast, variable costs are those which do change based upon the
amount of output by a utility plant, such as the amount of chemicals used to treat

wastewater.

Now, assume that eighty percent of the Company’s cost of providing service is fixed, as
opposed to variable, cost. Then for every dollar’s worth of the Company’s revenue
requirement that is collected, only twenty percent of the rate charged is a function of the
amount of wastewater flow that is generated by a customer. Unless there is a fully allocated
base facilities charge which collects the eighty percent fixed cost from every customer
equally, a usage sensitive rate based on water consumption means that customers who
consume less water are escaping their pro rata share of fixed costs that are incurred by the
utility just to make the service available. This gives rise to the cross-subsidization I

mentioned.

IS AN EIGHTY PERCENT FIXED COST A REASONABLE ASSUMPTION?
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In my opinion, itis. | inquired of the Company regarding its ratio of fixed to variable costs
and it indicated to me that it estimated that ratio to be approximately 80/20. | believe this
estimate to be reasonable when considering the differences between the two types of costs.
Further, this ratio is consistent with that observed by the North Carolina Utilities
Commission in 2014 in a water and sewer rate case® which found that “water utilities have
approximately a 40/60 fixed to variable expense ratio, whereas the ratio for sewer utilities
is 80/20 to 90/10.”

USAGE SENSITIVE RATE DESIGNS HAVE BEEN APPROVED BY THE COMMISSION FOR
WASTEWATER UTILITIES, HAVE THEY NOT?

Yes. As | have noted above, the Commission has approved a usage sensitive wastewater
rate design for five such utilities. However, the rate design approved for each of these
utilities includes a base facilities charge. | have attached to my testimony as GW Rebuttal
Exhibit 6 the ORS schedule depicting the rates of each of these jurisdictional sewer utilities.
These base facilities charges for residential customers range from a high of $28.00 to a low
of $3.27 per month. However, none of these utilities is comparable to PUI in terms of size,
with only Kiawah Island Utility, Inc. being a Class A wastewater utility under the Uniform
Systems of Accounts adopted by the Commission and it had only approximately 3,379
wastewater customers at the time of its last rate proceeding. By contrast, PUI had some
27,905 customers as of the end of the proposed test year.

IF THE COMMISSION WERE TO ADOPT A USAGE SENSITIVE RATE STRUCTURE FOR THE
COMPANY, WHAT WOULD AN APPROPRIATE BASE FACILITIES CHARGE BE?

There is no way for me to answer that question as rate design is a matter of discretion with
the Commission, subject only to the requirement that it employ measurable and objective
criteria in determining how to distribute the Company’s costs of service among the
customer base. As | have indicated, however, absent a fully-allocated base facilities charge
that recovers fixed costs evenly, customers with water consumption below the 6,024
gallons per month average would be subsidized as to fixed costs by customers who use at

or above that average and the level of that cross subsidization is in direct proportion to the

8In the Matter of Application by Carolina Water Service, Inc., 2014 WL 991958 (2014).
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amount of the fixed costs not recovered in a base facilities charge. Stated another way,
the lower the base facilities charge, the higher the percentage of cross subsidization. |
would note again that since the Company did not propose a usage sensitive rate with a base
facilities charge this calls into question whether customers who use more than the average
amount of water will have been accorded sufficient notice of a change in rate design which
could be to their detriment and would clearly be so in the absence of fully-allocated fixed
costs of service in a base facilities charge. The COSS PUI has committed to performing
should take this cross subsidization into account.

DO YOU HAVE ANY OTHER RECOMMENDATIONS WITH RESPECT TO ADDRESSING THE
CROSS SUBSIDIZATION ISSUE YOU HAVE IDENTIFIED?

Yes. In addition to requiring that the COSS consider the fixed and variable costs of service
to address the potential for cross-subsidization, I recommend that the Commission direct
ORS to conduct a poll, or ballot, of all PUI customers to ascertain their preference with
respect to rate design using the revenue requirement approved by the Commission in this
case. This ballot should reflect base facilities charges at various levels determined by
reference to fixed cost allocation percentages ranging from zero to 90%. It should also
reflect a range of monthly water consumption levels between 1,000 and 10,000 gallons per
month. This would make the potential effects of a usage sensitive rate transparent to
customers in a variety of circumstances and allow ORS to make a recommendation to the
Commission with respect to whether, and under what conditions, ORS believes a usage
sensitive rate should be adopted by the Commission. It is important that ORS make this
recommendation since the Company is indifferent to the type of rate design used to
generate the Company’s authorized revenue requirement as indicated in Mr. Daday’s
testimony. The balloting concept, which has been applied in a variety of settings involving
public utilities and telephone utilities, including in Docket Numbers 96-235-W/S, 96-259-
WI/S, 2002-404-C, 2008-223-C, and 2013-275-WS, has worked well in the past.

WHY DO YOU RECOMMEND THAT ORS CONDUCT THIS BALLOTING?
For a number of reasons. First, | believe customers will more likely respond to a ballot

provided by ORS than one sent to them by the Company. In my experience, inserts into
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customer bills unrelated to the bill itself often get discarded without being reviewed. Also,
I believe the Company has a fair number of customers who pay electronically and therefore
might ignore a separate mailing from the Company. Further, | believe that customers will
have more confidence in a poll conducted by ORS than the Company as the issue of
consumption based rates is clearly one of concern to the customers who have mentioned it
in their protest letters and at the virtual night hearing in March. Finally, if it were conducted
by the Company, it would create an expense that would need to be recovered in rates.
Having ORS conduct it avoids spreading that cost to customers — many of whom may not

want a consumption based rate.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.
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NATIONAL ASSOCIATION OF
REGULATORY UTILilY COMMISSIONERS

1101 Vermont Avenue NW
Washington, D.C. 20005
USA
Td: (202) 898-2200
Fax: (202) 898-2213
Www.naruc.org
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When used in this system of accounts:

1.

tAccountst means the accounts prescribed in this system of
accounts.

"Actually issued, @ as.applied to securities issued or assumed by
the utility, means those which have been sold to bona fide
purchasers for a valuable consideration, those issued as dividends
on stock, and those which have been issued in accordance with
contractual requirements direct to trustees of sinking funds.

"Actually outstanding, ¢ as applied to securities issued or assumed
by the utility, means those which have been actually issued and are
neither retired nor held by or for the utility; provided, however,
that securities held by trustees shall be considered as actually
outstanding.

tAmortization® means the gradual extinguishment of an amount in an
account by distributing such amount over a fixed period, over the
life of the asset or liability to which it applies, or over the
period during which it is anticipated the benefit will be realized.

A. "Associated companies" means companies or persons that,
directly or indirectly, through one or more intermediaries,
control, or are controlled by, or are under common control
with, the accounting company.

B. "Control® (including the terms tcontrolling, ! "controlled by,
and "under common- control with") means the possession, directly
or indirectly, of thP. power to direct or the direction of

the management and policies of a company, whether such power is
exercised through one or more intermediary companies, or alone,
or in conjunction with, or pursuant to an agreement, and
whether such power is established through a majority or
minority ownership or voting of securities, common directors,
officers, or stockholders, voting trusts, associated companies,
contract or any other direct or indirect means.

"Book cost! means the amount at which property is recorded in these
accounts without deduction of related provisions for accrued
depreciation, amortization, or for other purposes.

"Commission", unless otherwise indicated by the context, means the
commission prescribing this system of accounts.

"Composite depreciation rate" is a percentage based on the weighted

average service life of a number of units of plant, each of which
may have a different individual life expectancy. Composite

10
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Common gross-up methods include the full gross-up method and the
net present value method. Under the full gross-up method, a sum
sufficient to meet the full tax obligation, including the tax-on-
tax, is extracted. Under the net present value method, the sum
extracted is the net present value of the estimated future stream
of tax benefits resulting from the depreciation deductions for the
contributed asset to be taken on the tax returns of the utility.

tlnvestment advances" means advances, represented by notes or by
book accounts only, with respect to which it is mutually agreed or
intended between the creditor or debtor that they shall be settled
by the issuance of securities or shall not be subject to current
settlement.

"Minor items of property” means the associated parts or items of
which retirement units are composed.

"Multiple family dwelling” means a residential structure or group
of structures which is capable of separately housing tnure than one
family unit.

"Net salvage value® means the salvage value of property retired
less the cost of removal.

"Nominally issued"”, as applied to securities issued or assumed by
the utility means those which have been signed, certified, or
otherwise executed, and placed with the proper officer for sale and
delivery, or pledged, or otherwise placed in some special fund of
the utility, but which have not been sold, or issued direct to
trustees of sinking funds in accordance with contractual
requirements.

"Nominally outstanding”™, as applied to securities issued or assumed
by the utility, means those which, after being actually issued,
have been reacquired by or for the utility under circumstances
which require them to be considered as held alive and not retired,;
provided, however, that securities held by trustees shall be
considered as actually outstanding.

"Original cost", as applied to utility plant, means the cost of
such property to the person first devoting it to the public
service.

"Person” means an individual, a corporation, a partnership, an
association, a joint stock company, a business trust, or any
organized group of persons whether incorporated or not, or any
receiver or trustee.

"Plant sewer"” means any sewer, pipe, aquaduct canal, or other

conduit the primary purpose of which is to convey treatment plant
fluids from one unit to another within the treatment plant.

12
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tPlant discharge sewers" means any sewer, pipe, aquaduct canal, or
other conduit the primary purpose of which is to convey treatment
plant effluent to its point of discharge.

tPremiumt, as applied to the securities issued or assumed by the
utility, means the excess of the cash value of the consideration
received from their sale over the sum of their par (stated value of
no-par stocks) or face value and interest or dividends accrued at
the date of sale.

"Property retired: as applied to utility plant, means property
which has been removed, sold, abandoned, destroyed, or which for
any cause has been permanently withdrawn from service.

"Reclaimed water® means water that has received at |least secondary
treatment and basic disinfection and is reused after flowing out of
a wastewater treatment plant.

"Regulatory Assets and Liabilities® are assets and liabilities that
result from rate actions of regulatory agencies. Regulatory assets
and liabilities arise from specific revenues, expenses, gains or
losses that would have been included in determination of net income
in one period under the general requirements of the Uniform System
of Accounts but for it being probable that; 1) such items will be
included in a different period(s) for purposes of developing the
rates the utility is authorized to charge for its utility services;
or 2) in the case of regulatory liabilities, that refunds to
customers, not provided for in other accounts, will be required.
Regulatory assets and liabilities can also be created in
reconciling differences between the requirements of generally
accepted accounting principles, regulatory practice and tax laws.

"Replacing® or "replacement®, when not otherwise indicated in the
context, means the construction or installation of utility plant in
place of property of retired, together with the removal of the
property retired.

"Research and development® means expenditures incurred by public
utilities which research and development costs in the
experimental or laboratory sense. The term includes generally all
such costs incident to the development of an experimental or pilot
model, a plant process, a product, a formula, an invention, or
similar property, and the improvement of already existing property
of the type mentioned.

'Retained earnings® means the accumulated net income of the utility
less distributions to stockholders and transfers to other capital
accounts, and other adjustments (See account 439 - Adjustments to
Retained Earnings) .

13
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General - Classification of Utilities

A. For the purpose of applying the system of accounts prescribed
by the Commission, wastewater utilities are divided into three
classes, as follows:

Class A - Utilities having annual wastewater operating
revenues of $1,000,000 or more.

Class B - Utilities having annual wastewater operating
revenues of $200,000 or more but less than
$1,000,000.

Class C - Utilities having annual wastewater operating

revenues of less than $200,000.

B. This system of accounts applies to Class A utilities. The
system of accounts applicable to Class B and C utilities are issued
separately.

C. The class to which any utility belongs shall originally be
determined by the average of its annual wastewater operating
revenues for the last three consecutive years. Subsequent changes
in classification shall be made when the average annual wastewater
operating revenues for the three immediately preceding years
exceed the upper limit or are less than the lower limit, of the
annual wastewater operating revenues of the classification
previously applicable to the utility. For a utility with both
water and wastewater operations, the classification shall be based
on the operation with the highest annual revenues.

General -Records

A. Each utility shall keep its books of account, and all other
books, records, and memoranda which support the entries in such
books of accounts so as to be able to furnish readily full
information as to any item included in any account. Each entry
shall be supported by.such detailed information as will permit a
ready identification, analysis, and verification of all facts
relevant thereto.

B. The books and records referred to herein include not only
accounting records in a limited technical sense, but all other
records, such as minute books, stock books, reports,
correspondence, memoranda, etc., which may be useful in developing
the history of, or facts regarding, any transaction.

C. No utility shall destroy any such books or records unless the

destruction thereof is permitted by rules and regulations of the
Commission.
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D. In addition to prescribed accounts, clearing accounts,
temporary or experimental accounts, and subdivisions of any
account, may be kept, -provided the integrity of the prescribed
accounts is not impaired.

E. AIl amounts included in the accounts prescribed herein for
utility plant and operating expenses shall be just and reasonable
and any payments or accruals by the utility in excess of just and
reasonable charges shall be included in account 426 - Miscellaneous
Nonutility Expenses.

F. The arrangement or sequence of the accounts prescribed herein
shall not be controlling as to the arrangement or sequence in
report forms which may prescribed by the Commission.

General - Numbering System

A. The account numbering scheme used herein consists of a system
of three digit numbers as follows:

100-199 Assets and Other Debits

200-299 Equity, Liabilities and Other Credits

350-389 Wastewater Plant Accounts

400-434 Income Accounts

435-439 Retained Earnings Accounts

521-549 Wastewater Operating Revenue Accounts

700-799 Wastewater Operation and Maintenance Expenses

B. The utility plant and operation and maintenance expense
accounts are further subdivided using a suffix of one decimal place
as explained in following instructions.

C. In certain instances, numbers have been skipped in order to
allow for possible later expansion or to permit better coordination
with the numbering system for other utility departments.

D. The numbers prefixed to account titles are solely for
convenience of reference and are not a part of the titles. Each
utility may adopt such scheme of account numbers as it deems
appropriate; provided, however, that is shall keep readily
available a list of the account numbers and subdivisions of
accounts which it uses and a reconciliation of such numbers and
subdivisions with the account numbers and titles provided herein.
Further, the records must be kept to permit classification or
summarization of each accounting period according to the prescribed
accounts.
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General - Accounting Period

Each utility shall keep its books on a monthly basis so that
for each month all transactions applicable thereto, as nearly as
may be ascertained, shall be entered in the books of the utility.
Amounts applicable or assignable to specific utility departments
shall be segregated monthly. Each utility shall close its books at
the end of each calendar year unless otherwise authorized by the
Commission.

General - Submittal of Questions

To maintain uniformity of accounting, utilities shall submit
guestions of doubtful interpretation to the Commission for
consideration and decision.

General - "ltem" Lists

List of "items" appearing in the texts of the accounts or
elsewhere herein are for the purpose of more clearly indicating the
application of the prescribed accounting. The lists are intended
to be representative, but not exhaustive. The appearance of an
item in a list warrants the inclusion of the item in the account
mentioned only when the text of the account also indicates
inclusion inasmuch as the same item frequently appears in more than
one list. The proper entry in each instance must be determined by
the texts of the accounts.

General - Extraordinary ltems

It is the intent that net income shall reflect all items of
profit and loss during the period with the sole exception of prior
period adjustments as described in Accounting Instruction B. Those
items related to the effects of events and transactions which have
occurred during the period and which are not typical or customary
business activities of the company shall be considered
extraordinary items. Commission approval must be obtained to treat
an item as extraordinary. Such request must be accompanied by
complete detailed information (See accounts 433 and 434) .

General - Prior Period Items
A. All prior period adjustments to retained earnings shall be
approved by the Commission. Generally the only type of

transactions which will be considered as a prior period adjustment
are:
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(1) Correction of an error in the financial statements of a
prior period; or

(2) Adjustments that result from realization of income tax
benefits of preacquisition loss carry forwards of purchased
subsidiaries.

B. Prior period adjustments, when approved, shall be charged or
credited to account 439 - Adjustments to Retained Earnings, and are
not considered in income of the period. Prior period adjustments
shall be recorded net of all state and federal income tax effects.

C. Changes in depreciation or amortization estimates or methods
are considered changes in accounting estimates rather than
accounting errors; and therefore are not subject to prior period
adjustments. Any adjustments made to the accumulated amortization
or depreciation balances of the utility due to a change in estimate
or method shall be offset by a charge or credit to either: an
income account; account 186.2 - Other Deferred Debitsi or account
253 - Other Deferred Credits, as directed by the Commission.

General - Unaudited Items

Whenever a financial statement is required by the Commission,
if it is known that a transaction has occurred which affects the
accounts but the amount involved in the transaction and its effect
upon the accounts cannot be determined with absolute accuracy, then
the amount shall be estimated and such estimated amount included in
the proper accounts. A complete description of the transactions
shall accompany the financial statement. Utilities are not
required to anticipate minot' iterns whjch would not ably
affect the accounts.

General - Allocation of Salaries and Expenses of Employees

Charges to utility plant or to a salaries expense account
shall be based upon the actual time engaged in either plant
construction or providing operation services. In the event actual
time spent in the various activities is not available or
practicable, salaries should be allocated upon the basis of a study
of the time engaged during a representative period. Charges should
not be made to the accounts based upon estimates or in an arbitrary
fashion.

General - Payroll Distribution
Underlying accounting data shall be maintained so that the
distribution of the costs of labor charged to the various accounts

will be available. The utility may utilize clearing accounts in
its accounting process; however, the use of clearing accounts does
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not relieve the utility from the responsibility of providing a
distribution of the costs of labor or from being able to
substantiate its labor charged with sufficient source documents.

General - Operating Reserves

Accretions to operating reserve accounts made by charges to
operating expenses shall not exceed a reasonable provision for the
expense. Material balances in such reserve accounts shall not be
diverted from the purpose for which provided, unless the permission
of the Commission is first obtained.

General -Records for Each Plant

Separate records shall be maintained by utility plant accounts
of the book cost of each plant owned including additions by the
utility to plant leased from others and of the cost of operating
and maintaining each plant owned or operated.

General -Accounting for Other Departments

If the utility also operates other utility departments, such
as electric, water, gas, etc., it shall keep such accounts for the
other departments as may be prescribed by proper authority and in
the absence of prescribed accounts, it shall keep such accounts as
are proper or necessary to reflect the results of operating each
other department.

General - Transactions with Associated Companies

Each utility shall keep its accounts and records so as to be
able to furnish accurately and expeditiously statements of all
transactions with associated companies. The statements may be
required to show the general nature of the transactions, the
amounts involved therein and the amounts included in each account
prescribed herein with respect to such transactions. Transactions
with associated companies shall be recorded in the appropriate
accounts for transactions of the same nature. Nothing herein
contained, however, shall be construed as restraining the utility
from subdividing accounts for the purposes of recording separately
transactions with associated companies.

General - Contingent Assets and Liabilities

Contingent assets represent a possible source of value to the
utility contingent upon the fulfillment of conditions regarded as
uncertain. Contingent liabilities include items which may under
certain conditions become obligations of the utility but which are
neither direct nor assumed liabilities at the date of the balance

19
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utility plant and its book cost, when not properly includible in
other accounts, shall be recorded in account 116 - Other Utility
Plant

Utility Plant - To be Recorded at Cost

A. All amounts included in the accounts for utility plant
acquired as an operating unit or system, shall be stated at the
cost incurred by the person who first devoted the property to
utility service. AIll other utility plant shall be included in the
accounts at the cost incurred by the utility except as otherwise
provided in the texts of the intangible plant accounts. Where the
term "cost” is used in the detailed plant accounts, it shall have
the meaning stated in this paragraph (See Definition 9) .

B. When the consideration given for property is other than cash,
the value of such consideration shall be determined on a cash
basis. In the entry recording such transaction, the actual
consideration shall be described with sufficient particularity to
identify it. The utility shall be prepared to furnish the
Commission the particulars of its determination of the cash value
of the consideration if other than cash.

C. When property is purchased under a plan involving deferred
payments, no charge shall be made to the utility plant accounts for
interest, insurance, or other expenditures occasioned solely by
such form of payment.

D. Utility plant accounts shall be charged with construction
costs (estimated, if not known) of the utility plant contributed by
others or constructed by the utility using contributed cash or its
equivalent. For contributed utility plant, the accumulated
depreciation or amortization account shall be charged with the
estimated amount of depreciation or amortization applicable to the
property at the time it was contributed to the utility. Account
271 - Contributions in Aid of Construction shall be credited with
the net of the amounts charged to the plant and the accumulated
depreciation of amortization accounts. For plant constructed using
contributed cash or its equivalent, account 271 - Contributions in
Aid of Construction shall be credited with the amount of the cash
or its equivalent contribution.

Utility Plant - Components of Construction Cost

The cost of construction properly includible in the utility
plant accounts shall include, where applicable, the direct and
overhead costs as listed and defined hereunder:
(1) "Contract work” includes amounts paid for work performed
under contract by other companies, firms, or individuals, costs
incident to the award of such contracts, and inspection of such
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work.

(2) "Labor" includes the pay and expenses of employees of the
utility engaged on construction work, and related workmen's
compensation insurance, payroll taxes and similar items of expense.
It does not include the pay and expenses of employees which are
distributed to construction through clearing accounts nor the pay
and expenses included in other items hereunder.

(3) "Materials and supplies" includes the purchase price at the
point of free delivery plus customs duties, excise taxes, the cost
of inspection, loading and transportation, the related stores
expenses, and the cost of fabricated materials from the utility’'s
shop. In determining the cost of materials and supplies used for
construction, proper allowance shall be made for unused materials
and supplies, for materials recovered from temporary structures
used in performing the work involved, and for discounts allowed and
realized in the purchase of materials and supplies.

Note: -- The cost of individual items of equipment of less than
$750 or of short life, including small portable tools and
implements, shall not be charged to utility plant accounts unless
the correctness of the accounting therefor is verified by current
inventories. The cost shall be charged to the appropriate
operating expense or- clearing accounts, according to the use of
such items, or, if such items are consumed directly in construction
work, the cost shall be included as part of the cost of the
construction unit.

(4) "Transportation" includes the cost of transporting employees,

supplies, tools, purchased equipment, and work
equipment (when not under own power) to and from points of
construction. It includes amounts paid to others as well as the
cost of operating the utility's own transportation equipment (See
item 5 following) .

(5) "Special machine service" includes the cost of labor
(optional), materials and supplies, depreciation, and other
expenses incurred in the maintenance, operation and use of special
machines, such as pile drivers, derricks, ditchers, scrapers,
material unloaders, and other labor saving machines; also
expenditures for rental, maintenance and operation of machines of
others. It does not include the cost of small tools and other
individual items of small value or short life which are included in
the cost of materials and supplies (See item 3, above). When a
particular construction job requires the use for an extended period
of time of special machines, transportation or other equipment, the
net book cost thereof, less the appraised or salvage value at time
of release from the job, shall be included in the cost of
construction.
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(6) "Shop service!® includes the proportion of the expense of the
utility's shop department assignable to construction work except
that the cost of fabricated materials from the utility's shop shall
be included in "materials and supplies”.

(7) "Protection” includes the cost of protecting the utility's
property from fire or other casualties and the cost of preventing
damages to others, or to the property of others, including payments
for discovery or extinguishment of fires, cost of apprehending and
prosecuting incendiaries, witness fees in relation thereto, amounts
paid to municipalities and others for fire protection, and other
analogous items of expenditures in connection with construction
work.

(8) "Injuries and damages® includes expenditures or losses in
connection with construction work on account of injuries to persons
and damages to the property of others; also the cost of
investigation of and defense against actions for such injuries and
damages. Insurance recovered or recoverable on account of
compensation paid for injuries to persons incident to construction
shall be credited to the account or accounts to which such
compensation is charged. Insurance recovered or recoverable on
account of property damages incident to construction shall be
credited to the account or accounts charged with the cost of
damages.

(99 "Privileges and permits” includes payments for and expenses
incurred in securing temporary privileges, permits or rights in
connection with construction work, such as for the use of private
or public property, streets, or highways, but it does not include
rents, or amounts chargeable as franchises (See account 302 -
Franchises) .

(10) "Rents® includes amounts paid for the use of construction
quarters and office space occupied by construction forces and
amounts properly includible in construction costs for such
facilities jointly used.

(11) "Engineering and supervision” includes the portion of the pay
and expenses of engineers, surveyors, draftsmen, inspectors,
superintendents and their assistants applicable to construction
work.

(12) "General administration capitalized" includes the portion of

the pay and expenses of the general officers and administrative and
general expenses applicable to construction work.
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(13) "Engineering services" includes amounts paid to other
companies, firms or individuals engaged by the utility to plan,
design, prepare estimates, supervise, inspect, or give general
advice and assistance in connection with construction work.

(14) "Insurance" includes premiums paid or amounts provided or
reserved as self-insurance for the protection against loss and
damages in connection with construction, by fire or other casualty,
injuries to or death of persons other than employees, damages to
property of others, defalcations of employees and agents, and the
nonperformance of contractual obligations of others. It does not
include workmen's compensation or similar insurance on employees
included as "labor" in item 2, above.

(15) "Legal expenditures” includes the general legal expenditures
incurred in connection with construction and the court and legal
costs directly related thereto, other than legal expenses included
in protection, item 7, and in injuries and damages, item O.

(16) "Taxes" includes taxes on physical property (including land)
during the period of construction and other taxes properly
includible in construction costs before the facilities become
available for service.

(17) "Allowance for funds used during construction” includes the
net cost for the period of construction of borrowed funds used for
construction purposes and a reasonable rate on other funds when so
used. No allowance for funds used during construction shall be
included in these accounts upon expenditures for construction
projects which have been abandoned.

Note:--When only a part of a plant or project is placed
operation or is completed and ready for service but the
construction work as a whole is incomplete, that part of the
cost of the property placed in operation, or ready for
service, shall be treated as "Utility Plant in Service" and
allowance for funds used during construction thereon as a
charge to construction shall cease. Allowance for funds used
during construction on that part of the cost of the plant
which is incomplete may be continued as a charge to
construction until such time as it is placed in operation or
is ready for service, except as limited in item 17, above.

(18) "Earnings and expenses during construction.” The earnings

and expenses during construction shall constitute a component of
construction costs.
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(@) The earnings shall include revenues received or
earned by plants during the construction period. The
revenues shall also include rentals for lands, buildings,
etc., and miscellaneous receipts not properly includible
in other accounts.

(b) The expenses shall consist of the cost of operating the
wastewater plant, and other costs incident to the wastewater
costs for which construction is credited under paragraph (a),
above, including the cost of repairs and other expenses of
operating and maintaining lands, buildings, and other
.property, and other miscellaneous and like expenses not
properly includible in other accounts.

Utility Plant - Overhead Construction Costs

A. All overhead construction costs, such as engineering,
supervision, general office salaries and expenses, construction
engineering and supervision by others than the accounting utility,
legal expenses, insurance, injuries and damages, relief and
pensions, taxes and allowance for funds used during construction,
shall be charged to particular jobs or units on the basis of the
amounts of overheads reasonably applicable thereto, so that
each job or unit shall bear its equitable proportion of such costs
and that the entire costs of the unit, both direct and overhead,
shall be deducted from the plant accounts at the time the property
is retired.

B. As far as practicable, the determination of payroll charges
includible in construction overheads shall be based on time card
distributions thereof. Where this procedure is impractical,
special studies shall be made periodically of the time of
supervisory employees devoted to construction activities so that
only such overhead cqsts as have a definite relation to
construction shall be capitalized. The addition to direct
construction costs of arbitrary percentages or amounts to cover
assumed overhead costs is not permitted.

C. The records supporting the entries for overhead construction

costs shall be so kept as to show the total amount of each overhead

for each year, the nature and amount of each overhead expenditure
charged to each construction work order and to each utility plant
account, and the basis of distribution of such costs.

Utility Plant - Purchased or Sold

A. When utility plant constituting an operating unit or system is

acquired by purchase, merger, consolidation, liquidation, or
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otherwise, the costs of acquisition, including expenses incidental
thereto properly includible in utility plant, shall be charged to
account 104 - Utility Plant Purchased or Sold.

B. The accounting for the acquisition shall then be completed as
follows:

(1) The original cost of plant, estimated if not known, shall
be credited to account 104 - Utility Plant Purchased or Sold,
and concurrently charged to the appropriate utility plant in
service accounts and account 102 - Utility Plant Leased to
Others and account 103 - Property Held for Future Use, and
account 105 - Construction Work in Progress, as appropriate.

(2) The requirements for accumulated depreciation and
amortization applicable to the original cost of the properties
purchased, if required by the Commission to be recorded by the
accounting utility determined with due regard to op@rating
practices of the purchaser and his plans regarding such
property, and giving consideration also to the effect on such
requirements of any rehabilitation expenditures (see Paragraph
C), shall be to account 104 - Utility Plant Purchased
or Sold, and concurrently credited to the appropriate account
for accumulated depreciation or amortization.

(3) The cost to the utility of any property includible in
account 121 - Nonutility Property, shall be transferred
thereto.

(4) The amount of contributions in aid of construction

appl icab] e to the property acqu.l.retl, and which the purchaser

may be required to record, shall be charged to account 104 -

Utility Plant Purchased or Sold, and concurrently credited to
account 271 - Contributions in Aid of Construction.

(5) The amount of accumulated amortization applicable to
contributed property, and which the purchaser may be required
to record, shall be credited to account 104 - Utility Plant
Purchased or Sold and concurrently debited to account 272 -
Accumulated Amortization of Contributions in Aid of
Construction, according to the regulatory treatment of the
Commission.

(6) The amount remaining in account 104 - Utility Plant

Purchased or Sold, shall then be closed to account 114 -
Utility Plant Acquisition Adjustments.
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C. If property acquired in the purchase of an operating unit or
system is in such physical condition when acquired that 1t is
necessary substantially to rehabilitate it in order to bring the
property up to the standards of the utility, the cost of such work,
except replacements, shall be accounted for as a part of the
purchase price of the property.

D. When any property acquired as an operating unit or system
includes duplicate or other plant, which will be retired by the
accounting utility in the reconstruction of the acquired property
or its consolidation.with previously owned property, the accounting
for such property shall be presented to the Commission.

E. In connection with the acquisition of utility plant, the
utility shall procure, if possible, all existing records relating
to the property acquired, or certified copies thereof, and shall
preserve such records in conformity with regulations or practices
governing the preservation of records of its own construction.

F. When utility plant constituting an operating unit or system is
sold, conveyed, or transferred to another by sale, merger,
consolidation, or otherwise, the book cost of the property sold or
transferred to another shall be credited to the appropriate utility
plant accounts, including amounts carried in account 114 - Utility
Plant Acquisition Adjustments, and the amounts (estimated if not
known) carried with respect thereto in the accounts for accumulated
depreciation and amortization and in account 252 - Advances for
Construction, and account 271 - Contributions in Aid of
Construction, shall be charged to such accounts and the contra
entries made to account 104 - Utility Plant Purchased or Sold.
Unless otherwise ordered by the Commission, the difference, if any
between (a) the net amount of debits and credits and (b) the
consideration received for the property (less commissions and other
expenses of making the sale) shall be included in account 414 -
Gains (Losses) From Disposition of Utility Property (See account
104 - Utility Plant Purchased or Sold) .

Note:--1n cases where existing utilities merge or consolidate
because of financial or operating reasons or statutory requirements
rather than as a means of transferring title of purchased
properties to a new owner, the accounts of the constituent
utilities, with the approval of the Commission, may be combined.

In the event original cost has not been determined, the resulting
utility shall proceed to determine such cost as outlined herein.

27

28 J0 9¢ abed - S-182-6102 # 1942900 - 0SdOS - Wd L¥:¥ 6 @unr 020Z - A311d ATIVOINOYL1O3 T3



22.

23.

GW Rebuttal Exhibit 1
Page 20 of 43

Utility Plant - Accounting for Capital and Operating L eases

A. For each lease entered into, the utility shall maintain
sufficient documents and other background information as necessary
to determine whether the lease is a capital or operating l|lease.
This information includes but is not limited to:

(1) Evidence or documents of ownership;

(2) Signed copies of the |lease agreement;

(3) Estimated life of the leased property;

(4) Evidence as to the value of the leased property;

(5) Evidence as to the lessor's implicit interest rate
(if available) ;

(6) Evidence as to the lessee's borrowing rate; and

(7) The amount and disposition of executory costs (taxes,
maintenance and insurance) .

B. Leases shall be accounted for by the utility as described in
Statement of Financial Accounting Standards Nos. 13 (as amended)
and 71 published by the Financial Accounting Standards Board;
however, the Commission may elect to approve the entries made to
the utilities accounts in recording the effect of utility leases.

C. Capitalized leases shall be recorded in the appropriate plant
in service account(s) which describe the type of asset |eased.
These records shall be maintained in sufficient detail such that
the utility will be able to report the number, general nature, and
residual balances of all capitalized leased assets as well as any
related |leasehold amortization balances and the balance of any
leasehold obligations.

Utility Plant - Expenditures on Leased Property

A. The cost of substantial initial improvements (including
repairs, rearrangements, additions and betterments) made in the
course of preparing for utility property leased for a period of
more than one year, and the cost of subsequent substantial
additions, replacements, or betterments to such property,

shall be charged to the utility plant account appropriate for the
class of property leased. If the service life of the improvements
is terminable by action of the lease, then the cost, less net
salvage, of the improvements shall be spread over the life of the
lease by charges to account 407.1 - Amortization of Limited Term
Plant. However, if the service life is not terminated by action of
the lease, but by depreciation proper, then the cost of the
improvements, less net salvage, shall be accounted for as
depreciable plant.
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B. If improvements made to property leased for a period of more
than one year are of relatively minor cost, or if the lease is for
a period of not more than one year, the cost of the improvements
shall be charged to the account in which the rent is included
either directly or by amortization thereof.

Utility Plant - Land and Land Rights

A. The accounts for land and land rights include the cost of land
owned in fee by the utility and rights, interests, and privileges
held by the utility in land owned by others, such as leaseholds,
easements, water and water power rights, diversion rights,
submersion rights, rights of way, and other like interests in land.
Do not include in the accounts for land, land rights, and rights of
way costs incurred in connection with first clearing and grading of
land and rights of way and the damage costs associated with the
construction and installation of plant. Such costs shall be
included in the appropriate plant accounts directly benefited.

B. Where special assessments for public improvements provide for
deferred payments, the full amount of the assessments shall be
charged to the appropriate land account and the unpaid balance

shall be carried in an appropriate liability account. Interest on
unpaid balances shall be charged to the appropriate interest
account. If any part of the cost of public improvements is

included in the general tax levy, the amount thereof shall be
charged to the appropriate tax account.

C. Separate entries shall be made for the acquisition, transfer
or retirement of each parcel of land, and each land right (except
rights of way for collection lines), or water rights, having a life
of more than one year. A record shall be maintained showing the
nature of ownership; full legal description; area; map reference;
purpose for which used; city; county; and tax district in which
situated; from whom purchased or to whom sold; payment given or
received; other costs; contract date and number; date of
recording of deed; and book and page of record. Entries
transferring or retiring land or land rights shall refer to the
original entry recording its acquisition.

D. Any difference between the amount received from the sale of
land or land rights, less agents’ commissions and other costs
incident to the sale, and the book cost of such land or rights,
shall be included in account 414 - Gains (Losses) from Disposition
of Utility Property, unless a reserve therefore has been authorized
and provided or, less otherwise authorized or required by the
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Commission. Appropriate adjustments of the accounts shall be made
with respect to any structures or improvements located on land
sold.

E. The cost of buildings and other improvements (other than
public improvements) shall not be included in the land accounts.

If at the time of acquisition of any interest in land, such
interest extends to buildings or other improvements (other than
public improvements), which are then devoted to wastewater
operations, the land and improvements shall be separately appraised
and the cost allocated to land and buildings or improvements on the
basis of the appraisals. If the improvements are removed or
wrecked without being used in operations, the cost of removing or
wrecking shall be charged and the salvage credited to the account
in which the cost of the land is recorded.

F. When the purchase of land for utility operations requires the
purchase of more land than needed for such purposes, the charge to
the specific land account shall be based upon the cost of the land
purchased, less the fair market value of that portion of the land
which is not to be used in utility operations. The portion of the
cost measured by the fair market value of the land not to be used
shall be included in-account 103 - Property Held for Future Use, or
account 121 - Nonutility Property, as appropriate.

G. Provision shall be made for amortizing amounts carried in the
accounts for limited term interests in land so as to apportion
equitably the cost of each interest over the life thereof (See
account 110.1 -Accumulated Amortization of Utility Plant in
Service, and account 407.1 -Amortization of Limited Term Plant).

Utility Plant - Structures and Improvements

A. The accounts for structures and improvements include the cost
of all buildings and facilities to house, support, or safeguard
property or persons, including all fixtures permanently attached to
and made a part of buildings and which cannot be removed therefrom
without cutting into the walls, ceilings, or floors, or without in
some way impairing the buildings, and improvements of a permanent
character on or to land. Also include those costs incurred in
connection with the first clearing and grading of land and rights
of way, and the damage costs associated with construction and
installation of plant.

B. The cost of specially provided foundation, not intended to
outlast the machinery for apparatus for which provided, and the
cost of angle irons, castings, etc., installed at the base of any

item of equipment, shall be charged to the same account as the cost
of the machinery, apparatus, or equipment.
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C. Minor buildings and structures, such as valve towers,
patrolmen's towers, telephone stations, etc., which are used
directly in connection with or form a part of a collection plant,
treatment plant, etc., shall be considered a part of that facility
constructed or operated and the cost thereof accounted for
accordingly.

D. The cost of disposing of materials excavated in connection
with construction of structures shall be considered as a part of
the cost of such work, except as follows: (a) When such material
is used for filling,.the cost of loading, hauling, and dumping
shall be equitably apportioned between the work in connection with
which the removal occurs and work in connection with which the
material is used; (b) When such material is sold, the net amount
realized from such sales shall be credited to the work in
connection with which the removal occurs. If the amount realized
from the sale of excavated materials exceeds the removal costs and
the costs in connection with the sale, the excess shall be credited
to the land account in which the site is carried.

E. Lighting or other fixtures temporarily attached to building
for purposes of display or demonstration shall not be included in
the cost of the building, but in the appropriate equipment account.

uUtility Plant - Equipment

A. The cost of equipment chargeable to the utility plant
accounts, unless otherwise indicated in the text of an equipment
account, includes the net purchase price thereof, sales taxes,
investigation and inspection expenses necessary to such purchase,
expenses of transportation when borne by the utility, labor
employed, materials and supplies consumed, and expenses incurred by
the utility in unloading and placing the equipment in readiness to
operate. Also include those costs incurred in connection with the
first clearing and grading of land and rights of way and the damage
costs associated with construction and installation of plant.

B. Exclude from equipment accounts hand and other portable tools,
which are likely to be lost or stolen or which have a value of less
than $750 or short life, unless the correctness of the accounting
therefor as utility plant is verified by current inventories.
Special tools acquired and included in the purchase price of
equipment shall be included in the appropriate plant account.
Portable drills and similar tool equipment when used in connection
with the operation and maintenance of a particular plant or
department, such as pumping, transmission and distribution, etc.,
or in "stores", shall be charged to the plant account appropriate
for their use.
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C. The equipment accounts shall include angle irons and similar
items which are installed at the base of an item of equipment, but
piers and foundations which are designed to be as permanent as the
buildings which house the equipment, or which are constructed as a
part of the buildings and which cannot be removed without cutting
into the walls, ceilings or floors without in some way impairing
the building, shall be included in the building accounts.

D. The equipment accounts shall include the necessary costs of
testing or running a plant or part thereof during an experimental
or test period prior to becoming available for service. The
utility shall furnish the Commission with full particulars of and
justification for any test or experimental run extending beyond a
period of thirty days.

E. The cost of efficiency or other tests made subsequent to the
date equipment becomes available for service shall be charged to
the appropriate expense accounts, except that tests to determine
whether equipment meets the specifications and requirements as to
efficiency, performance, etc., guaranteed by manufacturers, made
after operations have commenced and within the period specified in
the agreement or contract of purchase, may be charged to the
appropriate utility plant account.

Utility Plant - Additions and Retirements

A. For the purpose of avoiding undue refinement in accounting for
additions to and retirements and replacements of utility plant, all
property shall be considered as consisting of (1) retirement units
and (2) minor items of property. Each utility shall use such list
of retirement units as is in use by it at the effective date hereo|
or as may be prescribed by the Commission, with the option,

however, of using smaller units, provided the utility's practice in
this respect is consistent.

B. The addition and retirement of retirement units shall be
accounted for as follows:

(1) When a retirement unit is added to the utility plant, the
cost thereof shall be added to the appropriate utility
plant account, except that when units are acquired in the
acquisition of any utility plant constituting an
operating system, they shall be accounted for as provided
in Instruction 21.
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When a retirement unit is retired from utility plant,
with or without replacement, the book cost thereof shall
be credited to the utility plant account in which it is
included, determined in the manner set forth in paragraph
D, below. If the retirement unit is of a depreciable
class, the book cost of the unit retired and credited to
utility plant shall be charged to the accumulated
depreciation applicable to such property. The cost of
removal and the salvage shall be charged or credited, as
appropriate, to such depreciation account.

C. The addition and retirement of minor items of property shall
be accounted for as follows:

(1)

(2)

(3)

When a minor item of property which did not previously
exist is added to plant and a substantial addition
results, the cost thereof shall be accounted for in the
same manner as for the addition of a retirement unit, as
set forth in paragraph B(l), above, otherwise the charge
shall be to the appropriate maintenance expense account.

When a minor item of property is retired and not
replaced, the book cost thereof shall be credited to the
utility plant account in which it is included; and, in
the event the minor item is a part of a depreciable
plant, the account for accumulated depreciation shall be
charged with the book cost and cost of remova and
credited with the salvage. If, however, the book cost of
the minor item retired and not replaced has been or will
be accounted for when such unit is retired, no separate
credit to the property account is required.

When a minor item of depreciable property is replaced
independently of the retirement unit of which it is a
part, the cost of replacement shall be charged to the
maintenance expense account appropriate for the item,
except that if the replacement effects a substantial
betterment (the primary aim of which is to make the
property affected more useful, more efficient, of greater
durability, or of greater capacity) , the excess cost of
the replacement over the estimated cost at current prices
of replacing without betterment shall be charged to the
appropriate utility plant account.
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D. The book cost of the utility plant retired shall be the amount
at which such property is included in the utility plant accounts,
including all components of construction costs. The book cost
shall be determined from the utility's records and if this cannot
be done, it shall be estimated. When it is impracticable to
determine the book cost of each unit, due to the relatively large
number or small cost thereof, an appropriate average book cost of
the units, with due allowance for any differences in size and
character, shall be used as the book cost of the units retired.

E. The book cost of land retired shall be credited to the
appropriate land account. If the land is sold, the difference
between the book cost and the sale price of the land (less
commissions and other expenses of making the sale) shall be
included in account 414 - Gains (Losses) from Disposition of
Utility Property, unless otherwise authorized or required by the

Commission. If the land is not used in utility service but is
retained by the utility, the book cost shall be charged to account
103 - Property Held for or account 121 - Nonutility

Property, as

F. The book cost less net salvage of depreciable utility plant
retired shall be charged in its entirety to account 108.1 -
Accumulated Depreciation of Utility Plant in Service. Any amounts
which, by approval or order of the Commission, are charged to
account 182 - Extraordinary Property Losses, shall be credited to
account 108.1 - Accumulated Depreciated of Utility Plant in
Service.

G. The accounting for the retirement of amounts included in
account 352 - Franchises and the items of limited term interest in
land included in the accounts for land and land ohall be

provided for in the text of account 110.1 - Accumulated
Amortization of Utility Plant in Service, account 407.1 -
Amortization of Limited Term Plant and account 407.3 - Amortization
of Other Utility Plant.

H. In some instances the unexpected early retirement of a major
unit of property, which would eliminate or seriously deplete the
existing depreciation reserve, may require accounting treatment
which differs from that described in paragraph B above. In such
instances the Commission may authorize or order the loss on
retirement (less any-tax savings) to be charged to income in the
current year or transferred to account 186 - Miscellaneous Deferred
Debits, and amortized in future periods. Such accounting treatment
shall be used only when specifically authorized or directed by the
Commission.
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utility Plant - Work Order and Property Record System Requi red

A. Each utility shall record all construction and retirements of
utility plant by means of work orders or job orders. Separate work
orders may be opened for additions to and retirements of utility
plant or the retirements may be included with the construction work
order, provided, however, that all items relating to the
retirements shall be kept separate from those relating to
construction and provided, further, that any maintenance costs
involved in the work. shall likewise be segregated.

B. Each utility shall keep its work order system so as to show
the nature of each addition to or retirement of utility plant, the
total cost thereof, the source or sources of costs, and the utility
plant account or accounts to which charged or credited. Work
orders covering jobs of short duration may be cleared monthly.

C. Each utility shall maintain records in which, for each plant
account, the amounts of the annual additions and retirements are
classified so as to show the number and the cost of the various
retirement units or other appropriate record units included
therein.

Utility Plant - Transfers of Property

A. When property is transferred from one utility plant account to
another, from one utility department to another, such as from water
to wastewater, from one operating division or area to another, to
or from accounts 101 - Utility Plant in Service, 102 - Utility
Plant Leased to Others and 103 - Property Held for Future Use, the
transfer shall be recorded by transferring the original cost
thereof from the one account, department, or location to the other.
Any related amounts carried in the accounts for accumulated
depreciation or amortization shall be transferred in accordance
with the segregation of such accounts.

B. When depreciable property is transferred from the utility
plant accounts to account 121 - Nonutility Property, the transfer
shall be accomplished by crediting the utility plant accounts and
charging the accumulated depreciation with the book cost of the
item transferred; the accumulated depreciation shall then be
credited and account 121 - Nonutility Property, concurrently
charged with the market value of the property transferred. If the
property is sold within a relatively short time, a debit or credit
shall be made to the accumulated depreciation to adjust the
estimated salvage to the amount actually realized.
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Utility Plant - Common Plant

A. If the utility is engaged in more than one utility service
such as water, wastewater, electric and gas, and any of its utility
plant is used in common for several utility services or for other
purposes to such an extent and in such manner that it is
impracticable to segregate it by utility services currently in the
accounts, such property with the approval of the Commission, may be
designated and classified as "common utility plant”.

B. Utility plant designated as common utility plant shall be
classified according to the detailed utility plant accounts
appropriate for the property.

C. The utility shall be prepared to show at any time and to
report to the Commission annually, or more frequently, if required,
and by utility plant accounts (351 to 398) the following: (1) the
book cost of common utility plant (2) the allocation of such cost
to the respective departments using the common utility plant and
(3) the basis of the allocation.

D. The accumulated provision for depreciation and amortization of
the utility shall be segregated so as to show the amount applicable
to the property classified as common utility plant.

E. The expenses of operation, maintenance, rent, depreciation and
amortization of common utility plant shall be recorded in the
accounts prescribed herein but designated as common expenses, and
the allocation of such expenses to the departments using the common
utility plant shall be supported in such manner as to reflect
readily the basis of allocation used.

Utility Plant - Multiple Use

Land, rights of way and structures used jointly for several
functions, such as supply, and transmission and distribution
purposes, shall be classified according to the major use thereof.

Utility Plant - Plant Account Matrix

A. Class A utilities (as defined in Instruction 1) are required
to subdivide the plant accounts into "functional” operations. Each
object account shall.be subdivided as shown in the plant account
matrix shown on page 98. The subaccounts are to be designated by
adding a suffix of one decimal place to the three digit account
number.
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B. The tfunctional @ operations for the wastewater system are
listed below along with the designated suffix:

Intangible plant

Collection plant

System pumping plant

Treatment and disposal plant
Reclaimed water treatment plant
Reclaimed water distribution plant
General Plant

Nourwhr

Operating Income - Depreciation Expense

A. Depreciation charges shall be computed using either the
straight-line remaining life method (See definition 38) or the
straight-line method (See definition 39), according to which method
has been approved by the Commission. Composite depreciation rates
(See definition 8) may be used with prior Commission approval.

When at all possible, separate depreciation charges shall be
computed for both contributed plant and for plant generating
investment tax credits including progress payment investment tax
credits.

B. When the straight-line remaining life method is used, the
rates shall be reviewed periodically and adjusted as required, so
that the depreciation accrual will bear a reasonable relationship
to the remaining life, the estimated net future salvage, cost of
plant in service and to the balance of accumulated depreciation
accrued in prior periods.

C. When the straight-line method is used, the rates shall be
reviewed periodically and adjusted as required, so that the
depreciation accrual will bear a reasonable relationship to the
service life, the estimated net salvage, and the cost of plant in
service.

D. Amortization of contributions in aid of construction (CIAC),
if recognized by the Commission, shall be credited to account 403 -
Depreciation Expense. The concurrent debit is to account 272 -
Accumulated Amortization of CIAC. The resulting balance in the
depreciation expense account will be net of CIAC amortization.

CIAC shall be amortized over a period equal to the estimated
service life of the related contributed asset. A group composite
or overall composite rate, which ever is applicable, may be used
for CIAC that can not be directly related to a particular plant
asset.

Operating Income - Income Taxes
A. Current income tax provision:
(1) The utility shall initially debit account 409 - Income
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Taxes, and credit account 236 - Accrued Taxes, to
record its estimated current income tax liability.

As the exact amounts of taxes become known, the current
tax accruals shall be adjusted by debits or credits to
these accounts unless such adjustments are properly
includible in account 214 - Appropriated Retained
Earnings or account 215 - Unappropriated Retained
Earnings, so that these accounts as nearly as can be
ascertained shall include the actual taxes payable by
the utility.

The accruals for income taxes shall be apportioned among
utility departments and to Other Income and Deductions so
that, as nearly as practicable, each tax shall be
included in the expenses of the utility department or
Other Income and Deductions, and shall be related to the
income which gave rise to the tax. Adjustments to
account 214 - Appropriated Retained Earnings or account
215 - Unappropriated Retained Earnings, shall be recorded
net of tax.

B. Interperiod Tax Allocation - Depreciation:

(1)

The Federal Economic Recovery Tax Act of 1981 (ERTA) .

ERTA provides that a utility claiming accel erated
depreciation (Accelerated Cost Recovery System (ACRS) )
must use a normalized method of accounting for federal
income taxes on its regulated books of account and for
ratemaking purposes. A utility must use the same
depreciation method and service lives in computing
It:H.le:cal tax expense when establishing coot of
service for ratemaking purposes as is used in its
regulated books of account, or if it uses a different
method, it must make adjustments to a reserve to reflect
the deferral of taxes resulting from such differences.
Similarly, in order to claim investment tax credits, a
utility must defer the entire balance of investment tax
credits on its books of account and amortize the balance
over the life of the related property.
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C. Comprehensive Interperiod Income Tax Allocation - Other Than
Depreciation.

(1)

(2)

(3)

(4)

Certain regulatory bodies have required comprehensive
interperiod income tax allocation of all material book-
tax timing differences other than depreciation
differences. They have reasoned that where there are
timing differences between the period in which
transactions affect taxable income and the periods in
which they enter into the determination of pretax
accounting income, the income tax effects of such
transactions are to be recognized in the periods in which
the differences between book accounting income and
taxable income arise and in the period in which the
differences reverse using the deferred tax method. In
general, comprehensive interperiod tax allocation should
be followed whenever transactions enter into the
determination of pretax accounting income for the period
even though some transactions may affect the
determination of taxes payable in a different period, as
further qualified below.

Utilities are not required to utilize comprehensive
interperiod income tax allocation until the deferred
income taxes are included as an expense in the rate level
by the regulatory authority having rate jurisdiction over
the utility. Where comprehensive interperiod tax
allocation accounting is not practiced, the utility shall
include as a note to each financial statement, prepared
for public'use, a footnote explanation setting forth the
utility's accounting policies with respect to interperiod
tax allocation and describing the treatment by regulatory
authorities having rate jurisdiction for ratemaking
purposes of the tax timing differences.

Should the utility be subject to more than one agency
having rate jurisdiction, its accounts shall
appropriately reflect the ratemaking treatment (deferral
or flow through) of each jurisdiction.

Once comprehensive interperiod tax allocation has been
initiated either in whole or in part it shall be
practiced on a consistent basis and shall not be changed
or discontinued without prior Commission approval.
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EXAMPLE

The following example shows how the various transactions are

recorded:

1-b

a. A utility purchases depreciable plant at a cost of $10,000.
The plant has a 10 year life with no salvage.

b. The utility's federal taxable income from utility operations,
before the effect of depreciation is $30,000 (46% tax rate).

c. ACRS depreciation for each year is $800, $1400, $1200, $1000,
$1000, $1000, $900, $900, $900, $900.

d. Book depreciation for each year using half year convention in
year placed in service is: $500, $1000, $1000, $1000, $1000,
$1000, $1000, $1000, $1000, $1000, $500.

e. Investment tax credit is $800 ($10,000 x 8% in order to use
100% of the $10,000 cost for ACRS depreciation.

f. Deferred taxes are calculated by subtracting tax depreciation

from book depreciation and multiplying by the tax rate. If tax
depreciation is greater than book, debit Account 410 and credit
Account 282. If book depreciation is greater than tax, debit

account 282 and credit account 410.

Account Account Debit Credit
Number Title
1
409.10 Income Taxes, Utility
Operating Income $12,632
236.1 Accrued Taxes, Utility
Operating Income $12,632

To record taxes estimated
be payable for period
(.46($30,000- $800)) - $800

410.10 Deferred Income Taxes 138
282 Accumulated Deferred Income
Taxes - 138

Liberalized Depreciation

To record deferral of a
portion of taxes based on
the difference between
straight-line depreciation

40
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ACCOUNTING INSTRUCTIONS

Account
Title Debit Credit

and ACRS depreciation (.46($500-$800).
NOTE:--The deferred tax balance of $138
would either be deducted from rate
base or be included in capital
structure at zero cost.

Investment Tax Credits Deferred to

Future Periods, Utility Operations 800
Accumulated Deferred |Investment

Tax Credits, Utility Operations 800

To record the investment tax
credits realized and deferred to
future years in accordance with
provisions of either the "General
Rule"/Option 1 Treatment or the
"Special Rule for Ratable Flow -
through"/Option 2 Treatment

($10. 000 x 8%) .

Accumulated Deferred Investment
Tax Credits, Utility Operations 40
Investment Tax Credits Restored 40
to Nonoperating Income, Utility
Operations

To record ratable amortization over
the book depreciable life of the
investment tax credits deferred to
future periods (.50 ($800 (1/10))).
NOTE:--The net balance of deferred
investment tax credits ($800 - $40)
would be either deducted from rate
base or included in capital structure
at zero cost. This treatment is
followed by utilities subject to the
"General Rule"/Option 1 Treatment.

Accumulated Deferred |nvestment

Tax Credits, Utility Operations 40
Investment Tax Credits Restored

to Operating Income, Utility

Operations. 40

To record ratable flow-through

over the asset's book depreciable
life of investment tax credits deferred
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ACCOUNTING INSTRUCTIONS

Debit Credit

to future periods (.50($800
(1/10))). NOTE:--The net
balance of deferred ITC ($800-
$40) would earn the overall

rate of return. This treatment
is followed by utilities subject
to 'Special Rule for Ratable
Flow-through"/Option 2 Treatment.

Income Taxes, Utility Operating
Income $13,156
Accrued Taxes, Utility Operating
Income $13,156

To record taxes estimated to be
payable for period .46($30,000 -

$1,400).
Deferred Income Taxes 184
Accumulated Deferred Income 184

Taxes-Liberalized Depreciation

To record deferral of a portion
of taxes based on the difference
between

and ACRS depreciation (.46($1000-
$1400)). NOTE:--The cumulative
balance of deferred taxes

($138 + $184) would be either
deducted from rate base or
included in capital structure at
zero cost.
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Accumulated Deferred Investment
Tax Credits, Utility Operations 80
Investment Tax Credits Restored 80
to Nonoperating Income, Utility
Operations
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ACCOUNTING INSTRUCTIONS

Debit Credit

To record ratable amortization

over the asset's book depreciable
life of the ITC deferred to future
periods ($800 (1/10)). NOTE:--The
net balance of deferred ITC

($800- ($40 + $80)) would be either
deducted from rate base or included

iNn capital structure at zero cost.
This treatment is followed by utilities
subject to the "General Rule"/Option 1
Treatment.

Accumulated Deferred Investment Tax 80
Credits, Utility Operations

Investment Tax Credits Restored to 80
Operating Income, Utility Operations

To record ratable flow-through over
the asset's book depreciable life

of investment tax credits deferred

to future period ($800(1/10)). NOTE:--
The net of deferred ITC ($800-
($40 + $80)) would earn the overall
rate of return. This treatment is
followed by utilities subject to

the "Special Rule for Ratable
Flow-Through"/Option 2 Treatment.

Income Taxes, Utility Operating
Income 13,248
Accrued Taxes, Utility Operation
Income 13,248
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To record taxes estimated to be
payable for the period (.46($30,000-
$1,200)).

Deferred Income Taxes 92
Accumulated Deferred Income Taxes
- Liberalized Depreciation 92

To record deferral of a portion

of taxes based on the difference
between straight-line depreciation and
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ACCOUNTING INSTRUCTIONS

Debit Credit

ACRS depreciation (($1,000-$1,200) .46) .
The cumulative balance of deferred
taxes ($138 + $184 + $92) would be
either deducted from rate base or
included in capital structure at

zero cost.

IGeneral Rulel/Option 1 Treatment 80
utilities would record the same 80
entry as Year 2 for amortization

of ITC. The net balance deducted

from rate base or included in

capital structure at zero cost would

be ($800- ($40 + 2 ($80))).

Ispecial Rule for Ratable Flow- 80
Throughl1l/Option 2 Treatment 80
utilities would record the same

entries recorded in Year 2 for

ratable flow-through of ITC.

The net ITC balance earning the

overall rate of return would be

$600.

Income Taxes, Utility Operating
Income 13,340
Accrued Taxes, Utility Operating
Income 13,340

To record taxes estimated to be
payable for the period (.46($30,000-
$1,000)).
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No entry would be made related to
deferred taxes because book and
tax depreciation are equal. The
cumulative balance of $414 would
continue to be deducted from rate
base or included in capital
structure at zero cost.

tGeneral Rule"/Option 1 Treatment 80

utilities. Same entry as Year 2 80
Net deferred balance either deducted
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ACCOUNTING INSTRUCTIONS

Account
Title Debit Credit

from rate base or included in
capital structure at zero cost
would be ($800-($40+3($80))).

Ispecial Rule for Ratable Flow- 80
Through"/Option 2 Treatment 80
utilities. Same entry as

Year 2. Net balance earning

the overall rate of return would

be $520.

Same entry as Year 4. 13,340
13,340

See Year 4.

IGeneral Rulet/Option 1 Treatment 80
utilities.- Same entry as Year 2. 80
Net ITC balance deducted from

rate base or included in capital

structure is $440.

"Special Rule for Ratable Flow- 80
Throughl1/Option 2 Treatment 80
utilities. Same entry as Year 2.

Net ITC balance earning overall

rate of return is $440.
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Same entry as Year 4. 13,340
13,340

See Year 4.

lGeneral Rule"/Option 1 Treatment 80
utilities same entry as Year 2. 80
Net ITC balance deducted from

rate base or included in capital

structure at zero cost is $360.
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ACCOUNTING INSTRUCTIONS

Account
Title Debit Credit

"Special Rule for Ratable Flow- 80
Throughl11/Option 2 Treatment 80
utilities. Same entry as Year 2.

Net ITC balance earning the

overall rate of return is $360.

Income Taxes, Utility Operating
Income 13,386
Accrued Taxes, Utility Operating
Income 13,386

To record taxes estimated to
be payable for the period
(*46 ($30.000 - $900)) °

Accumulated Deferred Income Taxes -
Liberalized Depreciation 46
Deferred Income Taxes 46
To record reversal of taxes
deferred in prior years ($1000 -
$900) .46). NOTE:--The net deferred
tax balance deducted from rate
base or included in capital structure
at zero cost is $368.

"General Rule"/Opti.on 1 'T'reat.ment 80
utilities. Same entries as Year 2. 80
Net ITC balance deducted from rate

base or included in capital structure

at zero cost is $280.

"Special Rule for Ratable Flow- 80
Through"/Option 2 Treatment 80
utilities. Same entry as Year 2.

NOTE:--Net ITC balance earning

the overall rate of return is $280.

Same entry as Year 7. 13,386
13,386
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ACCOUNTING INSTRUCTIONS

Account
Title Debit Credit

Same entry as Year 7. 46
NOTE:--Net balance deducted from 46
rate base or included in

capital structure at zero cost

is $322.

"General Rule"/Option 1 Treatment 80
utilities. Same entry as Year 2. 80
NOTE:--Net ITC balance deducted

from rate base or included in

capital structure at zero cost

is $200.

"Special Rule for Ratable Flow- 80
Through"/Option 2 Treatment 80
utilities. Same entry as

Year 2. NOTE:--Net ITC balance

earning the overall rate of return

is $200.

Same entry as Year 7. 13,386
13,386

Same entry as Year 7. NOTE:-- 46

Net balance of deferred taxes 46
deducted from rate base or

included in capital structure

at zero cost is $276.

255.1 "General Rule"/Option 1 Treatment 80
412.30 utilities. Same entry as Year 2. 80
NOTE:--Net balance ITC deducted
from rate base or included in
capital structure at zero cost
is $120.
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255.1 "Special Rule for Ratable Flow- 80

412.11 Throughl1/Option 2 Treatment 80
utilities. Same entry as Year 2.
NOTE:--Net balance ITC earning
overall of return is $120.
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ACCOUNTING INSTRUCTIONS

Account
Title Debit Credit

Same entry as Year 7. 13,386
13,386

Same entry as Year 7. NOTE:-- 46

Net balance deferred taxes 46
deducted from rate base or

included in capital structure

at zero cost is $230.

tGeneral Rulet/Option 1 Treatment 80
utilities. Same entry as Year 2. 80
NOTE:--Net balance ITC deducted

from rate base or included in

capital structure at zero cost

is $40.

tSpecial Rule for Ratable Flow- 80
Through"/Option 2 Treatment 80
utilities. Same entry as Year 2.

NOTE:--Net balance ITC earning

overall rate of return is $40.

Income Taxes, Utility Operating
Income 13,800
Accrued Taxes, Utility Operating
Income 13,800

To record taxes estimated to
be payable for period
(.46 ($30, 000)).
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Accumulated Deferred Income Taxes
Liberalized Depreciation 230
Deferred Income Taxes 230

To record reversal of taxes
deferred in prior years

(($500- 0) .46}. NOTE:--There
is no longer a deferred tax
balance to be deducted from rate
base or included in capital
structure at zero cost.

48



35.

36.

GW Rebuttal Exhibit 1
Page 41 of 43

ACCOUNTING INSTRUCTIONS

Debit Credit

"General Rule"/Option 1 Treatment 40
utilities. Same entry as Year 1. 40
NOTE:--There is no longer an ITC

balance to be deducted from rate

base or included in capital

structure at zero cost.

"Special Rate for Ratable Flow- 40
Through"/Option 2 Treatment 40
utilities. Same entry as Year 1.

NOTE:--There is no longer an ITC

balance to earn the overall rate

of return.

Operating Income - Clearing Accounts

The purpose of a clearing account is to temporarily accumulate
in one account costs of a specific type which affect more than a
single account, and which subsequently will be apportioned among
utility plant accounts, operating expense accounts and other
appropriate accounts.

The use of clearing accounts is optional. In addition to the
payroll clearing account, a utility may use such additional
clearing accounts as it finds useful. However, all operating

expenses must be recorded in the accounts prescribed by this manual
and the utility remains responsible for providing the underlying
source documents as if all entries were made directly without the
use of a clearing account.

Operating Income - Accrual Accounting

Monthly accounting using the accrual method is required.
During the accounting period, certain amounts may have been earned
although collection is not to be made until the subsequent period,
and certain expenses may have been incurred, although payment is
not to be made until a subsequent period. At the end of the
accounting period the revenues and expenses shall be recognized by
charging the appropriate expense account and corresponding
liability or receivable account.

A reversing entry will be necessary at the beginning of the
subsequent period.
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Operating Income -Operation and Maintenance Expense

A. Class A and B utilities (as defined in general instruction 1)
are required to subdivide the operation and maintenance expenses
into functions. Each object account shall be subdivided by the
functions as shown in the matrix schedule which proceeds the
Operation and Maintenance Expense Accounts (page 138) . The
function will be designated by adding an additional one digit
suffix to the basic object account.

B. The tfunctional* operations for the wastewater system are
listed with the designated suffix:

Collection expenses - operations

Collection expenses - maintenance

Pumping expenses - operations

Pumping expenses - maintenance

Treatment and disposal expenses - operations
Treatment and expenses - maintenance
Customer accounts expense

Administrative and general expenses

Reclaimed water treatment expenses - operations
.10 Reclaimed water treatment expenses - maintenance
.11 Reclaimed water distribution expenses - operation
.12 Reclaimed water distribution expenses - maintenance

©CONOURWNR

Operating Income -Regulatory Assets and Liabilities

Regulatory debits and credits will often be used to reconcile
differences between the requirements of Generally Accepted
Accounting Principles, regulatory practice and federal, state, and
local tax laws. For example, when there is a change in a federral,
state or local income tax rate, Statement of Financial Accounting
Standards No. 109, Accounting for Income Taxes, (SFAS 109) requires
that adjustments be made to existing debit and credit deferred tax
balances through the income statement in the year in which the
change is known or can be reasonably estimated. However, the Tax
Reform Act of 1986 requires the effect of a federal income tax rate
change to be recognized over a different period. Some state tax
codes piggy-back the provisions of the federal tax code.

Regulatory agencies may require that SFAS 109 be implemented in a
revenue neutral method or they may accept the period of time and
method required by tax law for the adjustment of deferred income
tax balances. These different requirements can be accommodated
through the use of Account 186.3 - Regulatory Assets, Account 253.1
- Regulatory Liabilities, Account 407.4 - Amortization of
Regulatory Assets and Account 407.5 -Amortization of Regulatory
Liabilities. By debiting and crediting these accounts, as
appropriate, the difference between the existing deferred tax
balances and the re-stated deferred tax balances can be flowed
through the income statement as required by SFAS 109, without
affecting the revenue requirement or violating the normalization
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requirements of the internal Revenue Code. Further, the
differences can be retained on the balance sheet so there is also
no effect on either rate base or the utility's allowed rate of
return.
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